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Correspondence
RESTRICTIVE LEGISLATION

The Journal of Accountancy:
Sir: The letter from Mr. Berridge appearing in the March issue of The
Journal of Accountancy is an illuminating contribution to this perplexing
Editor,

subject of restrictive legislation. It is there stated quite plainly that the pro
ponents of restrictive legislation have one single object in view—their own per
sonal or group protection. No reference is made to the usual perfunctory claim
of protecting the interests of clients and the public, which indicates that it is
recognized that this would not be effected by such legislation, notwithstanding
the fact that the one reason for legislators to support such legislation is that
the public is in some way benefited. Law-makers generally look with sus
picion on the creation or confirmation of restricted occupations unless it can be
clearly shown that it is required by a distinct public interest.
People are interested in the work of accountants in two ways, as investors
or credit grantors who must rely on statements prepared by the accountants
and as clients requiring accounting services. Restricting practice in a state to
accountants of that state gives no real protection to investors or credit grantors.
Their protection lies in the assurance that the men who sign the statements
are qualified and reputable. Any restriction which tends to establish the quali
fications and character of the men or firms—regardless of location—who sign
financial statements should be supported by every right-thinking accountant.
Beyond this, it seems difficult to go in protecting the public. In their capacity
as clients, people presumably make a more careful inquiry into the qualifica
tions and character of the accountants they employ than would be done by any
state body. Moreover, accountants’ organizations, both state and national,
now work for the most part under recognized and published rules of ethics and
have ethics or grievance committees to which anyone interested can apply.
Restrictive legislation (except such as would establish the ability and reputa
tion of whoever signs statements on which third parties must rely) gives no
right or advantage to the public or business men which they do not already
enjoy. A Pennsylvanian with businesses in four states is at liberty to employ
four different local accountants or to have all the work done by his Pennsyl
vania accountant, whichever he prefers. To eliminate the latter alternative
removes a protection, imposes an additional burden and creates an unnecessary
impediment to business in general.
Mr. Berridge seems unduly pessimistic as to the future of the small firm.
My own observation is that the small firm can well render many services which
the large firm can not and that the few types of work which can be done only
by a national organization are such that no small firm could successfully co
operate. Where better service can be rendered by a large firm, the large firm
gets the work; in cases where the large firm is not qualified to render the service
required by a client the small firm or individual practitioner is the one who
produces satisfactory results.
Whether or not restrictive legislation in its most extreme form of geographical
limitation is legally possible is not the important issue. The thing we must
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consider is whether that type of restrictive legislation benefits the public. If
it does not it is inconceivable that in the long run it can benefit the profession.
Yours truly,
Maurice E. Peloubet.
New York, N. Y., March 11, 1931.
DEPRECIATION
Editor,

The Journal of Accountancy:

Sir: The subject of depreciation is one on which countless writers have
written, and upon which many discussions have taken place. It is with the
thought of one of such discussions in mind that this letter is being written.
Practically all of the standard works state that depreciation should be based
upon the theory that the cost of the article, less residual value, is the amount
to be provided. This is good theory, but why must we confine our articles to
theory? Is it that we are trying to banish the practical from our minds? I
am unable to recall a single instance in which the theoretical plan has been
followed. Invariably the asset account as such has been depreciated, irre
spective of the estimated residual value, and it is my thought that for all prac
tical purposes this plan may be followed.
If we are to practise in accordance with the theory mentioned above who
is to establish the residual value? Having established such value, what
accountant is capable of verifying such residual value unless it be a nominal
amount? And why go to this trouble for a nominal amount?
Where a plant ledger is maintained, the practice could conceivably be fol
lowed, but alas, how few of our clients maintain a plant ledger, and how few
are the annual converts to the use of one.
The subject of this letter is not the residual value of depreciable assets, so
having disposed of this point I proceed to the subject in hand, which is the
replacement of parts or the renewal of portions of the original asset.
In prior years the subject of replacements and renewals was not one which
was very frequently encountered, as most of the clients were more or less
conservative and charged such items to repairs or supplies; but with the advent
of federal taxation on a major scale and the consequent examinations by field
agents the subject has become one of vital importance. I have found that
in some districts the agent in charge has instructed the field agent to investigate
closely all supply and repair accounts with the intention of disallowing all such
items which might be claimed to be replacements or renewals, charging such
items against the reserves for depreciation.
The question now arises as to when and where the taxpayer is to obtain a
deduction for such expenditures. No one will dispute the fact that expendi
tures for plant or equipment are deductions, not, it is true, in the year of the
disbursement but periodically over the life of the asset. Now, with the treas
ury department allowing the deduction of depreciation to the extent of the origi
nal cost and then charging replacements and renewals against the reserve for
depreciation, it can be seen that at the end of the estimated life of the asset
we shall not have accumulated a reserve equal to the original cost, and yet we
are not allowed to depreciate beyond the prearranged life period, which means
that the taxpayer is not securing a deduction for amounts expended for
replacements and renewals.
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During the past few years I have followed the practice outlined below, and
have had several tax returns audited and passed on such a basis. It might
more properly be said that the returns were passed irrespective of the basis,
as no question was raised with reference to it.
Accounts have been opened on the books for “replacements and renewals”
and all such expenditures have been charged to those accounts. When pre
paring a balance-sheet the “reserves for depreciation” and the “replacements
and renewals” are considered as being one account and are shown net on the
balance-sheet as “reserves for depreciation.” The replacement and renewals
accounts are depreciated in the same manner and upon the same basis as the
original asset account.
In my opinion, this procedure not only presents a correct accounting picture,
but it also provides the taxpayer with a basis for securing a deduction for such
expenditures during the period in which such replacements or renewals are
being utilized.
Yours truly,
H. J. Beairsto.
New York, N.Y., February 10, 1931.
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